Using Carney and Child's (2013) newly collected data on the ultimate ownership structure of publicly traded firms in nine East Asian economies, we find that family control is negatively related to the amount of dividends paid out of earnings. We further find that the negative relation between family firms and dividend policy is present only in firms with high agency problems. We also show that family firms are less (more) likely to increase (omit) dividends than nonfamily firms, even when we condition on changes in firm profitability. Finally, we find that the negative association between family firms and dividend policy is more pronounced during the recent global financial crisis. Taken together, our evidence suggests that dividend policy in East Asian firms is indicative of agency problems, and that controlling families have incentives to expropriate more firm resources during crises than in normal times. (2013) newly collected data on the ultimate ownership structure of publicly traded firms in nine East Asian economies, we find that family control is negatively related to the amount of dividends paid out of earnings. We further find that the negative relation between family firms and dividend policy is present only in firms with high agency problems. We also show that family firms are less (more) likely to increase (omit) dividends than nonfamily firms, even when we condition on changes in firm profitability. Finally, we find that the negative association between family firms and dividend policy is more pronounced during the recent global financial crisis. Taken together, our evidence suggests that dividend policy in East Asian firms is indicative of agency problems, and that controlling families have incentives to expropriate more firm resources during crises than in normal times.
Introduction
Using a cross-country setting, in this paper we examine how family control affects dividend policy, particularly during an unexpected liquidity shock. Theory suggests that family owners, as large shareholders, may act as monitors and thus reduce agency and information asymmetry problems stemming from the atomized structure of corporate shareholdings (Shleifer and Vishny, 1986) . However, this may not hold outside the U.S., where institutions provide minority shareholders less protection and hence expropriation is more likely to take place among family firms (Almeida and Wolfenzon, 2006) .
Prior literature on the link between dividends and family control generally focuses on a single country and finds mixed results. For instance, prior work shows that family firms tend to pay lower dividends than nonfamily firms in Austria (Gugler, 2003) , Germany (Gugler and Yurtoglu, 2003) , Hong Kong 1 (Chen, Cheung, Stouraitis, and Wong, 2005) , and the U.S. (Hu, Wang, and Zhang, 2008) , while Setia-Atmaja, Tanewski, and Skully (2009) and Isakov and Weisskopf (2015) find that family firms exhibit higher dividend payouts in Australia and Switzerland, respectively, and Pindado and Torre (2008) find that family ownership is irrelevant to dividends in Spain. The literature has little to say, however, about cross-country variation in the association between dividends and family ownership. 2 Given the prevalence of family firms around the globe (Carney and Child, 2013; Anderson, Duru, and Reeb, 2009, 2012) , examining the dividend policy of family firms in a cross-country setting can improve our understanding of 1 As in Carney and Child (2013) , we refer to Hong Kong as a country for expositional convenience. 2 Using data from Faccio, Lang, and Young (2001) , Pindado, Requejo, and de la Torre (2012) find that, in Eurozone countries, family firms distribute higher and more stable dividends than nonfamily firms. A large body of literature provides much insight on the impact of family control on firms' investment decisions (Anderson et al., 2012; Masulis, Pham, and Zein, 2011) , cost of equity capital (Boubakri, Guedhami, and Mishra, 2010) , agency cost of debt (Anderson, Mansi, and Reeb, 2003) , corporate disclosure (Ali, Chen, and Radhakrishnan, 2007) , earnings quality (Wang, 2006) , and corporate performance (Anderson and Reeb, 2003; Villalonga and Amit, 2006; among others) . case dividend policy in family firms should be indistinguishable from that in nonfamily firms.
However, incentives to expropriate rents are exacerbated during a crisis (Johnson et al., 2000) . To examine the effect of family control on dividend policy around the recent financial crisis, we use 4,285 firm-year observations representing 923 unique firms from nine countries (Indonesia, Japan, Hong Kong, Malaysia, Philippines, Singapore, Thailand, South Korea, and Taiwan) over the 2006-2010 period. We first investigate the extent to which dividend payouts of family firms differ from those of nonfamily firms. We find that across East Asian economies, family firms are associated with lower dividend payouts than nonfamily firms. This finding is robust to extensive sensitivity tests. In particular, our results remain unchanged when we employ propensity score matching, use different samples, and consider alternative proxies for dividend payout policy.
We next test whether the negative relation between family firms and dividend policy is driven by agency problems, where we use firms' free cash flows to proxy for agency problems.
We find that the negative association between family control and dividend payout holds only for firms with more pronounced agency problems. In addition, we examine the impact of family control on changes in dividend policy. We find that family firms are less likely to increase dividends, more likely to decrease dividends, and more likely to omit dividends. To shed further light on these relationships, we examine the impact of changes in profitability on changes in dividend policy in family firms. Interestingly, we find that when profitability increases, family firms are less likely to increase dividends and more likely to omit dividends.
These findings are consistent with the argument that family firms are associated with more pronounced agency problems, and do not support the alternative (i.e., bonding and signaling) explanation of dividend policy in family-controlled firms.
To further improve our understanding of the role of agency problems in family firms as revealed by their dividend policy, we examine the effect of the 2008-2009 financial crisis on the link between family control and dividend policy. The crisis is an appropriate setting to investigate the impact of an unanticipated financing shock on corporate behavior as it was not the result of a decline in corporate business fundamentals (Almeida, Campello, Laranjeira, and Weisbenner, 2012) . Because family firms tend to have control over management and hold a highly undiversified investment in the firm, they are subject to significant idiosyncratic risk (Anderson and Reeb, 2003; Faccio, Marchica, and Mura, 2011) . As a result, the survival of a family empire can be threatened by unexpected liquidity shocks (Lins et al., 2013) . Indeed, Lins, Volpin, and Wagner (2013) argue that an exogenous financial shock "moves firms out of equilibrium in a way that magnifies both the benefits and costs of family control" (p. 2584).
Consistent with the private benefits of control hypothesis, we find that the negative association between family-controlled firms and dividend payout ratios is more pronounced during the recent financial crisis. This result complements Lins, Volpin, and Wagner (2013) , who find that controlling families tend to cut productive investment or divert resources to a greater extent during financial crises than in normal times. This result also lends support to Masulis et al. (2011) , who show that family firms use their resources more efficiently under normal business conditions. We complete our analysis by examining how family firms employ the resources that they do not distribute to shareholders. One might argue that the negative association between family firms and dividend payouts is due to a precautionary motive to preserve corporate resources. For instance, firms with increased profitability may build their cash reserves to alleviate financing frictions (Keynes, 1936) and buffer investments from temporary financing shocks (e.g., Opler, Pinkowitz, Stulz, and Williamson, 1999; Harford, Mansi, and Maxwell, 2008; Brown and Petersen, 2011) . To the extent the precautionary motive holds, family firms with increased profitability are expected to have higher cash reserves and investment. Our results, however, indicate that when profitability increases, family firms reduce cash holdings and cut investment expenditures. Together with our main evidence that family firms pay lower dividends, these findings suggest that private benefits of control play a non-negligible role in explaining the dividend policy of family firms.
In sum, the findings of this study suggest that dividend policy in family firms is indicative of agency problems. Further, our findings imply that the corporate governance changes that have taken place in East Asia since the 1997 Asian financial crisis (Carney and Child, 2013) do not appear to have improved the corporate behavior of family firms. This result is consistent with Faccio et al. (2001) , who argue that "crony capitalism" in East Asian economies is politically, rather than institutionally, determined. More broadly, our evidence contributes to the literature on the relation between family control and dividend policy by considering a cross-country sample, thereby adding to the debate on the extent to which family control serves the family's interests to the detriment of outside shareholders, as well as to the growing line of research that examines the corporate effects of the 2008-2009 financial crisis (e.g., Lins et al., 2013; Campello, Graham, and Harvey, 2010; Duchin, Ozbas, and Sensoy, 2010; Ivashina and Scharfstein, 2010; Kuppuswamy and Villalonga, 2010) .
The rest of this study is organized as follows. In Section 2, we develop our hypotheses.
In Section 3 we describe our research design and sample construction. In Section 4 we report the results, and in Section 5 we conclude.
Hypotheses
Our hypotheses are rooted in work that suggests dividends bind managers to a longterm commitment to disgorge future free cash flows and expose managers to increased monitoring by the external market, reducing the risk of insider expropriation (Rozeff, 1982; Easterbrook, 1984; Jensen, 1986; Faccio et al., 2001 ). Accordingly, dividend-paying firms are expected to have less agency problems. 4 Based on this line of reasoning, we distinguish two views on the relation between family control and dividends. On the one hand, the positive view of family firms (Anderson and Reeb, 2003) suggests that family firms have fewer agency problems than nonfamily firms. Thus, this positive view implies that family firms pay higher dividends than other firms. On the other hand, prior empirical evidence (e.g., Claessens, Djankov, Fan, and Lang, 2002; Fan and Wong, 2002; Barth, Gulbrandsen, and Schone, 2005; Attig, Fong, Lang, and Gadhoum, 2006; Boubakri et al., 2010) shows that family firms tend to be associated with more agency problems than nonfamily firms, due to greater use of control-enhancing mechanisms and excessive board representation (e.g., La Porta, Lopez-de-Silanes, Shleifer, and Vishny, 1998; Faccio et al., 2001; Faccio and Lang, 2002) . Thus, this negative view of family firms implies that family-controlled firms pay lower dividends than other firms.
Because our sample firms are in countries with weak protection of minority shareholder interests (Carney and Child, 2013; Claessens et al., 2000) , our first hypothesis is based on the negative view of family firms:
H 1 : Family firms pay lower dividends than nonfamily firms.
However, extant theory also suggests that firms with more pronounced agency and information problems pay higher dividends to signal private information about the firm's future prospects (Bhattacharya, 1979; Miller and Rock, 1985) or to bond themselves to act in the interests of shareholders (Rozeff, 1982) . 5 Under this alternative explanation, the positive view of family firms suggests that family firms do not need the bonding or signaling benefits of an aggressive dividend policy and hence pay lower dividends than non-family firms, while the negative view of family firms suggests that family firms pay higher dividends than nonfamily firms to signal or bond themselves more aggressively. 6 To distinguish the agency problem explanation from the alternative (i.e., signaling or bonding) explanation, we first examine the dividend policy of family firms according to the extent of their agency problems as proxied by their free cash flows. If the dividend policy of family firms is driven by agency problems, we would expect family firms with more pronounced agency problems to pay lower dividends than other family firms. This leads to our second hypothesis:
Family firms with more pronounced agency problems (i.e., more free cash flow) pay lower dividends than other family firms. 5 We thank an anonymous reviewer for suggesting this alternative and the empirical strategy to test it. 6 Dividends as a signal of private information should be more relevant for family firms than nonfamily firms, since the former are likely to have more pronounced information asymmetry problems (e.g., Attig et al., 2006; Anderson et al., 2009 ).
To further distinguish the explanation driving the dividend policy of family firms, we examine the effect of family control on changes in dividends. Under the agency problem explanation, an increase in dividends binds managers to pay out higher dividends in future periods (e.g., Jensen, 1986) , while a decrease in dividends increases the free cash flow available to managers to divert to their private benefit. The negative view of family firms implies in turn that their managers will be less inclined to increase dividends. In our third hypothesis we thus predict that family firms are negatively (positively) associated with increases (decreases) in dividends. Formally: Building on this test, we examine the sensitivity of dividend changes in family firms to changes in their profitability. The negative view under the agency problem explanation predicts that family firms with increased profitability are inclined to decrease dividends to increase managerial discretion with respect to the use of corporate resources, while that under the signaling/bonding explanation predicts that family firms with increased profitability increase dividends to signal their favorable prospects. In terms of the agency explanation, our fourth hypothesis is thus as follows: In an additional test to distinguish the agency and signaling/bonding explanations, we examine the extent to which an unexpected liquidity shock-the 2008-2009 financial crisisaffects the dividend policy of family firms. Lins et al. (2013) argue that a liquidity shock can lead family-controlled firms, compared to other firms, to engage in actions that aim to preserve the family's benefits of control at the expense of outside shareholders. The recent financial crisis can thus be used as a natural experiment that helps alleviate endogeneity concerns. Boubakri et al. (2010) find a positive association between family control and firms' equity financing costs following the 1997 Asian crisis, lending support to the argument that agency costs are more pronounced during times of crisis. Consistent with the expropriation hypothesis, Bae, Baek, Kang, and Liu (2012) find that poorly governed Asian firms experience a large decrease in value during the 1997 Asian crisis, but perform better during the recovery period. Johnson et al. (2000) further suggest that rent expropriation can be exacerbated during a crisis, and Mitton (2002) posits that corporate governance may be especially critical during periods of economic distress.
Building on these insights, the negative view of family firms under the agency problems explanation predicts that family firms pay lower dividends during the recent financial crisis.
This leads to our fifth hypothesis, as follows: 
Data and research design

Sample selection and ownership data
To investigate the impact of family firms on dividend payout policy, we first compile ownership data for a sample of firms from nine East Asian economies (Hong Kong, Indonesia, Japan, Korea, Malaysia, Philippines, Singapore, Taiwan, Thailand) used by Carney and Child (2013) 
Variables
Dividend variable. Following prior research (e.g., Chay and Suh, 2009 ), we use the dividend payout ratio, DIV/E, as our primary measure of dividends. DIV/E is computed as the ratio of cash dividends to net income before extraordinary items. We winsorize DIV/E at 0 and 1, and we set DIV/E to 1 if cash dividends are larger than net income and to 0 for negative net income firms that do not pay cash dividends. 7 We consider alternative dividend payout measures in robustness tests. Lins et al. (2013) , we proxy for family control using FAMILY, a dummy variable set to 1 if the ultimate owner is a family and 0 otherwise. Carney and Child (2013) identify ultimate owners at the 10% and 20% thresholds.
Family control. Following Boubakri et al. (2010) and
We consider ultimate owners at the 10% threshold in our main analysis. 8 Control variables. Our selection of firm-level control variables closely follows Brockman and Unlu (2009). Specifically, we control for RE/TE, the ratio of retained earnings (RE) to total assets (AT); TE/TA, the ratio of shareholders' equity (CEQ) to total assets; ROA, return on assets, computed as the ratio of net income before extraordinary items (IB) to total assets; SGR, logarithmic sales growth, computed as log(SALE t /SALE t-1 ); SIZE, the natural logarithm of total assets in millions of $US; and CH/TA, the ratio of cash and short-term investments (CHE) to total assets. To mitigate the impact of outliers, we winsorize all ratios at the 1% and 99% levels.
In addition to the above firm-level variables, we control for country and industry-year effects, to account for country-and industry-specific trends, in all our regressions. 9 We do not include firm fixed effects because the cross-sectional variation in FAMILY should capture the heterogeneity in dividend payout policy across firms, and including firm fixed effects would remove all cross-sectional variation from the data (Zhou, 2001; Lemmon, Roberts, and Zender, 2008) . Further details on variable construction are provided in Appendix A.
Descriptive statistics
Table 1 summarizes our sample distribution by year, country, and industry (using Campbell's (1996) industry classification). Among East Asian countries, Taiwanese firms have the largest representation in our sample (15.52%) followed by Malaysian firms (13.16%). In contrast, only 6.09% and 9.40% of sample firms are in the Philippines and Indonesia, respectively. Our sample also shows diversification across industries, with 21.05% in the consumer durables industry segment, 13.16% in basic industries, 11.11% in food and tobacco, and 10.18% in utilities. In sum, Table 1 suggests that the distribution of our sample has sufficient variation across years, countries, and industries to identify a link between family ownership and dividend payout policy in an international context. Table 2 presents descriptive statistics by country. We note that the highest average dividend payout ratio is in Thailand (52.2%), followed by Japan (46.9%), Taiwan (45.9%), and Malaysia (44.8%), while the Philippines has the lowest average dividend payout ratio (30.8%).
------------------------Table 1 goes here ------------------------
Interestingly, however, the Philippines has the highest proportion of firms with a family as the ultimate owner (78.5% of sample firms at the country level), followed by Korea (63.5%).
Similarly, while Japan displays the lowest proportion of family firms (11.2%), it has the secondhighest dividend payout ratio. These descriptive figures provide preliminary evidence of a negative link between family control and dividend payouts.
A casual examination of the distribution of other firm characteristics shows that Japanese and Malaysian firms have the highest retained earnings (RE/TE of 0.640 and 0.426, respectively), while firms in Korea and Hong Kong have the lowest (RE/TE of 0.089 and 0.115, respectively). On average, firms have a TE/TA higher than 50% in most countries, with the exception of firms in Indonesia, Japan, and Korea. The fastest-growing firms are in Indonesia (sales growth rate of 15%) followed by firms in Singapore (13.8%). Firms in Japan exhibit the lowest sales growth (1.9%) and the lowest profitability (ROA of 3.4%) compared to firms in other countries in the region. In sum, the figures reported in Table 2 again suggest that our sample contains sufficient heterogeneity in dividend policy and firm ownership across East Asian countries to examine our research question. Table 3 presents descriptive statistics at the firm level and correlations among our key regression variables. In Panel A we observe that our sample firms have an average dividend payout ratio of 41.4%. Further, for 43.3% of our sample firms the ultimate shareholder is a family. In Panel B we see that, in line with our first hypothesis (H 1 ), family control (FAMILY) is negatively correlated with DIV/E, suggesting that family firms pay lower dividends. The pairwise correlation coefficients between the key regression variables are low, indicating that multicollinearity is not likely to affect our multivariate regression results.
------------------------Table 2 goes here ------------------------
------------------------Table 3 goes here ------------------------
Empirical results
Univariate analysis
To further explore differences between family and nonfamily firms, in Table 4 we examine differences in means (Panel A) and medians (Panel B). In Panel A we observe that the dividend payout ratio is significantly higher for nonfamily firms (45.0%) than family firms (36.7%). This result is in line with our preliminary evidence in Table 2 and Table 3 , Panel B, indicating that family firms tend to pay lower dividends than their nonfamily counterparts.
This finding does not appear to be explained by firm profitability or growth, as the profitability (ROA) and sales growth (SGR) of family firms are indistinguishable from those of nonfamily firms, leaving open the possibility that rent expropriation may explain dividend payout policy in family firms. The findings based on differences in medians reported in Panel B are generally consistent with the differences in means results in Panel A. One noticeable exception is that the median sales growth of family firms is higher than that of nonfamily firms.
------------------------Table 4 goes here ------------------------
While the results of Table 4 are interesting in their own right, they do not control for other variables that could affect firms' dividend policy. We conduct multivariate analysis next.
Multivariate analysis 4.2.1. Family firms and dividend policy: Main evidence
To examine the impact of family control on firms' dividend payout ratio (DIV/E), we estimate the following Tobit regression model:
where inferences are based on standard errors clustered by firm. Table 5 reports the results.
------------------------Table 5 goes here ------------------------
We begin in column 1 of Table 5 by estimating the above specification with country and industry-year effects. The estimated coefficient on FAMILY is negative and significant at the 1% level, suggesting that in line with our first hypothesis (H 1 ), family firms pay lower dividends than nonfamily firms. When we repeat this analysis using industry and country-year effects in column 2, we find that the effect of FAMILY on DIV/E remains negative and significant at the 1% level. Thus, for brevity we focus on country and industry-year effects in subsequent analysis. The coefficients on the control variables exhibit the expected signs and are consistent with those reported in prior literature. For instance, retained earnings and firm size load significantly positively while sales growth loads significantly negatively on dividend payouts.
Because family firms may be fundamentally different from nonfamily firms (for instance, Table 4 shows that family firms are significantly smaller and have higher equity-toasset ratios than nonfamily firms), one may ask whether the negative relation between family control and dividends is driven by family control or other firm characteristics. To address this question, we employ propensity score matching (PSM) to control for differences in characteristics between family and nonfamily firms and estimate family firm treatment effects.
We start by running a Probit model of FAMILY on firm characteristics as well as fixed effects (country and industry-year). We then match each family firm to the nonfamily firm with the closest score (with replacement 10 ). The advantage of using a matched sample is that family and nonfamily firms are similar with respect to firm characteristics included in the Probit model, which allows us to isolate the effect of family firm affiliation on dividend payouts. The results, reported in column 3 of Table 5 , are in line with our main results. Specifically, FAMILY is still negatively related to the propensity to pay dividends, and significant at the 5% level.
Family firms and dividend policy: Competing explanations
While our results above highlight a negative relationship between family control dividend payouts (H 1 ), they are not necessarily consistent with an agency explanation, in line with the negative view of family firms. In particular, the negative link between family firms and dividends could reflect less need to pay dividends due to lower signaling/bonding motives, in line with the positive view of family firms. To distinguish which of these explanations drives our results on the relation between family control and dividends, we begin by examining the extent to which family firms with more pronounced agency problems-i.e., high free cash flows and few investment opportunities (e.g., Lang, Stulz, and Walkling, 1991; Chen, Chen, and Wei, 2011 )-pay lower dividends than other firms (H 2 ).
Following Lins et al. (2013) , we measure a firm's cash flow as the difference between operating income before depreciation and capital expenditures deflated by total assets. Note that if family firms suffer from agency problems, their observed free cash flow might be endogenous. To circumvent this endogeneity issue, we adopt the methodology of Chen et al.
(2011) and employ a firm's residual cash flow, calculated as the residual from a regression of cash flow on FAMILY, as this measure is orthogonal to family control (Chen et al., 2011) . To capture a firm's investment opportunities we use its industry median Tobin's Q, where Q is 10 Results with no replacement are similar (untabulated).
equal to total assets minus shareholders' equity plus market capitalization all deflated by total assets, as the industry median value should be largely unaffected by the firm's ownership structure. Using these measures, each year we assign firms to one of four subsamples according to whether their residual cash flow is lower (higher) than the median and whether their median industry Q is lower (higher) than the median; the firms with above-median residual cash flows and below-median industry Tobin's Q are identified as having pronounced agency problems.
We then estimate our main regression separately for the four subsamples.
The results are reported in Table 6 . Interestingly, we find that FAMILY loads significantly negatively only for the subsample of firms suffering from pronounced agency problems. Consistent with H 2 , this finding supports the agency explanation for the negative relation between family control and dividends, suggesting a negative view of family firms.
------------------------Table 6 goes here ------------------------
In Table 7 we further examine the link between family control and changes in dividends, and the sensitivity of dividend changes in family firms to changes in firm profitability. Our third hypothesis (H 3 ) predicts that family firms are negatively (positively) associated with increases (decreases) in dividends, while our fourth hypothesis (H 4 ) predicts that family firms with increased profitability are negatively (positively) associated with dividend increases (decreases). To test these predictions, we create DIV_INCR (DIV_DECR), which equals 1 if cash dividends in year t are higher (lower) than cash dividends in year t-1 and 0 otherwise, and DIV_OMIT, which equals 1 if cash dividends in year t are 0 and dividends in year t-1 are positive and 0 otherwise. Columns 1 and 2 report results for increases in dividends, while columns 3 and 4 (5 and 6) correspond to dividend decreases (omissions).
In column 1 we find that family firms are negatively associated with increases in dividends. In particular, we document a negative and significant (at the 1% level) effect of FAMILY on the likelihood of a dividend increase (DIV_INCR), suggesting that family firms are less likely to increase dividend payouts. In column 2 we further find that family firms with increased profitability are associated with a lower likelihood of a dividend increase than other firms. On the decrease side, we find that family firms are positively associated with decreases in dividends, with FAMILY loading positively and significantly (at the 1% level) on the likelihood of a dividend decrease (DIV_DECR). We do not find a significant effect of the interaction between family firms and changes in profitability on the likelihood of decreasing dividends.
Turning to dividend omissions, we find that FAMILY loads positively and significantly on DIV_OMIT, suggesting that family firms tend to not only reduce dividends (as reported in columns 3 and 4), but to omit them as well. Equally important, we document a positive and significant coefficient on the interaction between family control and changes in firm profitability (FAMILY×∆ROA) on DIV_OMIT. Overall, these results are in line with our third and fourth hypotheses, and hence suggest that dividend policy in family firms is more likely to be driven by agency problems than the alternative signaling/bonding explanation.
------------------------Table 7 goes here ------------------------
Although the evidence we document above on the link between family control and dividend payout policy (in terms of both levels and changes) is on the whole persuasive, in the following sections we further improve our understanding of this relation by examining the extent to which the recent global financial crisis as well as firm-specific characteristics affect this relation.
Family firms and dividend policy: The effect of the global financial crisis
In FAMILY×D(2008 FAMILY×D( -2009 ) bears significantly negatively on the level of dividends paid out of earnings.
------------------------Table 8 goes here ------------------------
The novel finding of Table 8 , which is consistent with our fifth hypothesis, suggests that family firms in East Asia decreased their dividend payouts during the recent financial crisis.
This result supports the argument that resource preservation and rent expropriation in family firms are more pronounced during financial shocks than during normal times. This evidence also suggests that the governance reforms that took place in East Asia following the 1997 Asian financial crisis have not significantly altered the corporate behavior of family firms.
Additional analyses and robustness checks
In this subsection, we subject our main findings to sensitivity tests to assess the robustness of our conclusions.
Impact of family control on cash and investment. Our results so far indicate that family firms pay lower dividends than nonfamily firms. This raises the question of how families employ the resources they do not distribute to shareholders. As we discuss in the introduction, firms with increased profitability may not distribute dividends in order to accumulate cash and thereby buffer investments from transitory financing shocks (e.g., Opler et al., 1999; Harford et al., 2008; Brown and Petersen, 2011) . To the extent this is the case, then family firms with increased profitability are expected to be associated with more cash reserves and more investment. To test this conjecture we examine the impact of family firms on cash holdings and capital expenditures. We report the results in Table 9 . We find that, on average, family firms do not have a statistically significant impact on either cash holdings or capital expenditures. However, when we interact the FAMILY with the change in ROA, the coefficients on the interaction terms enter with a negative and statistically significant sign. This indicates that when profitability increases, family firms tend to reduce cash holdings and cut investment expenditures. Together with our main finding that family firms pay fewer dividends, the results of Table 9 indicate that family firms are associated with more appropriation of corporate resources than nonfamily firms. Table 10 show that the estimated coefficients on FAMILY remain largely unchanged, confirming our findings above based on DIV/E.
------------------------Table 9 goes here ------------------------
------------------------Table 10 goes here ------------------------
Sample composition. Recall from Table 1 that some countries account for more than 15% of our sample firms (e.g., Taiwan), while others (e.g., the Philippines) account for only 6.41%. In Panel A of Table 11 , we explore whether the exclusion of any given country alters our core findings. To do so, we rerun our main regression model by sequentially excluding each of our sample countries. Our main finding of a negative association between family firms and dividend payouts remains unchanged.
------------------------Table 11 goes here ------------------------
To further assess whether sample composition is driving our main evidence, we reestimate our regression model using weighted regressions, where countries with a large number of observations are given less weight. The results, reported in Panel B of Table 11 , confirm our main evidence that family ownership is significantly negatively related to firms' dividend policy (at the 1% level). Our control variables also retain their sign and significance, suggesting that our evidence is not driven by sample composition.
Conclusion
Notwithstanding prior research on the role that ultimate corporate ownership structure plays in corporate outcomes, few studies examine the dividend payout policy of family firms in an international context. Our work fills this void by documenting the importance of family ownership in shaping firms' dividends policy in East Asian firms. Moreover, by examining the impact of the recent global financial crisis on family firms' dividend payout policy, we add to the nascent literature on the effects of the financial crisis.
We provide strong evidence that family firms are negatively associated with the amount of dividends paid out of earnings. We also show that family firms are more likely to decrease and omit dividends. In addition, we provide novel evidence that the negative effect of family firms on dividend payouts is more pronounced during financial crises, lending support to the view that rent expropriation and private benefits of control in family firms are exacerbated during financial shocks.
To some extent, our evidence is puzzling. We would have expected the corporate governance reforms following the East Asian crisis of 1997 to have mitigated if not eliminated the incentives of controlling shareholders to expropriate minority shareholders, yet our evidence suggests that progress in implementing corporate governance reforms in East Asia has been slow. This may be due to resistance to change by the private sector (Walter, 2008) or to the rigidity of business models in East Asian economies that are deeply rooted in their political institutions and a culture of crony capitalism. In this regard, Carney and Child (2013) conclude that corporate ownership is likely to undergo substantial change only where major political change occurs. One might be tempted to argue that a more democratic political system (i.e., more players) favors more dispersed ownership and greater protection of minority interests (e.g., Hall and Soskice, 2001; Beck, Clarke, Groff, Keefer, and Walsh, 2001 ). However, a more democratic process may actually strengthen family dominance in this region (Wu, 2005) , as electoral competition in many Asian countries requires deep pockets given the prevalence of vote-buying (Callahan, 2000) . While our evidence does not allow us to weigh in on which side is right, it points to a "chicken or egg" dilemma: changing political institutions may reinforce the dominance of crony capitalism in East Asian economies because business groups have the resources needed to control electoral competition and the transition process.
Appendix A. Variable definitions and data sources
This appendix provides variable definitions and data sources. Compustat data items are reported between parentheses.
Variable Definition Source DIV/E
Dividend payout defined as the ratio of cash dividends (DV) to net income before extraordinary items (IB). DIV/E is set to 1 if cash dividends are larger than net income. DIV/E is set to 0 for negative net income firms that do not pay cash dividends.
Authors' calculations based on Compustat data DIV_INCR Dummy variable set to 1 if cash dividends in year t are higher than cash dividends in year t-1, and 0 otherwise.
As above
DIV_DECR
Dummy variable set to 1 if cash dividends in year t are lower than cash dividends in year t-1, and 0 otherwise.
As above
DIV_OMIT Dummy variable set to 1 if a dividend-paying firm in year t-1 omits to pay dividends in year t, and 0 otherwise.
DIV/A
Ratio of cash dividends (DV) to total assets (AT).
As above DIV/S
Ratio of cash dividends (DV) to sales (SALE).
As above TOTP/E
Total payout defined as the ratio of the sum of cash dividends (DV) and stock repurchases (PRSTKC) to net income before extraordinary items (IB).
As above
FAMILY
Dummy variable set to 1 if the largest ultimate owner at the 10% threshold is a family, and 0 otherwise.
Authors' calculation based on Carney and Child's (2012) data RE/TE
Ratio of retained earnings (RE) to common stockholders' equity (CEQ). Authors' calculations based on Compustat data TE/TA Ratio of common stockholders' equity (CEQ) to total assets (AT).
As above
ROA
Return on assets computed as ratio of net income before extraordinary items (IB) to total assets (AT).
As above
SGR
Logarithmic sales growth computed as log(SALE t /SALE t-1 ).
As above SIZE Natural logarithm of total assets in millions of $US.
As above CH/TA
Ratio of cash and short-term investments (CHE) to total assets (AT).
As above Residual cashflow
The residual from a regression of cash-flow on FAMILY. Cash-flow is defined as the ratio of the difference between operating income before depreciation (OIBDP) and capital expenditures (CAPX) to total assets (AT).
As above
Industry Q
The median industry Q in year t. Q is the ratio of total assets (AT) minus stockholder's equity (CEQ) plus market capitalization (CSHOC×PRCCD), all deflated by total assets (AT).
As above
∆ROA
The change in ROA from year t-1 to year t. D(2008-2009 ) Dummy variable set to 1 for years 2008 and 2009, and 0 otherwise.
As above
As above CAPX/TA Ratio of capital expenditures (CAPX) to total assets (AT). As above Campbell's (1996) classification). The sample comprises 4,285 observations representing 923 unique firms over the 2006-2010 period. DIV/E is dividend payout defined as the ratio of cash dividends (DV) to net income before extraordinary items (IB). DIV/E is set to 1 if cash dividends are larger than net income. DIV/E is set to 0 for negative net income firms that do not pay cash dividends. FAMILY is a dummy variable set to 1 if the largest ultimate owner at the 10% threshold is a family, and 0 otherwise. RE/TE is the ratio of retained earnings (RE) to common stockholders' equity (CEQ). TE/TA is the ratio of common stockholders' equity (CEQ) to total assets (AT). ROA is return on assets computed as ratio of net income before extraordinary items (IB) to total assets. SGR is logarithmic sales growth computed as log(SALE t /SALE t-1 ). SIZE is the natural logarithm of total assets in millions of $US. CH/TA is the ratio of cash and short-term investments (CHE) to total assets (AT). The sample comprises 4,285 observations representing 923 unique firms over the 2006-2010 period. DIV/E is dividend payout, defined as the ratio of cash dividends (DV) to net income before extraordinary items (IB). DIV/E is set to 1 if cash dividends are larger than net income, and to 0 for negative net income firms that do not pay cash dividends. FAMILY is a dummy variable set to 1 if the largest ultimate owner at the 10% threshold is a family, and 0 otherwise. RE/TE is the ratio of retained earnings (RE) to common stockholders' equity (CEQ). TE/TA is the ratio of common stockholders' equity (CEQ) to total assets (AT). ROA is return on assets, computed as ratio of net income before extraordinary items (IB) to total assets. SGR is logarithmic sales growth, computed as log(SALE t /SALE t-1 ). SIZE is the natural logarithm of total assets in millions of $US. CH/TA is the ratio of cash and short-term investments (CHE) to total assets (AT). The p-value is reported in parentheses below each correlation coefficient. *, **, and *** denote statistical significance at the 10%, 5%, and 1% levels, respectively. The sample comprises 4,285 observations representing 923 unique firms over the 2006-2010 period. (Panel B) for the regression variables across family and nonfamily firms. DIV/E is dividend payout defined as the ratio of cash dividends (DV) to net income before extraordinary items (IB). DIV/E is set to 1 if cash dividends are larger than net income. DIV/E is set to 0 for negative net income firms that do not pay cash dividends. RE/TE is the ratio of retained earnings (RE) to common stockholders' equity (CEQ). TE/TA is the ratio of common stockholders' equity (CEQ) to total assets (AT). ROA is return on assets computed as ratio of net income before extraordinary items (IB) to total assets. SGR is logarithmic sales growth computed as log(SALE t /SALE t-1 ). SIZE is the natural logarithm of total assets in millions of $US. CH/TA is the ratio of cash and short-term investments (CHE) to total assets (AT). *, **, and *** denote statistical significance at the 10%, 5%, and 1% levels, respectively. The sample comprises 4,285 observations representing 923 unique firms over the 2006-2010 period. (IB) . DIV/E is set to 1 if cash dividends are larger than net income. DIV/E is set to 0 for negative net income firms that do not pay cash dividends. The independent variables are as follows. FAMILY is a dummy variable set to 1 if the largest ultimate owner at the 10% threshold is a family, and 0 otherwise. RE/TE is the ratio of retained earnings (RE) to common stockholders' equity (CEQ). TE/TA is the ratio of common stockholders' equity (CEQ) to total assets (AT). ROA is return on assets, computed as ratio of net income before extraordinary items (IB) to total assets. SGR is logarithmic sales growth, computed as log(SALE t /SALE t-1 ). SIZE is the natural logarithm of total assets in millions of $US. CH/TA is the ratio of cash and short-term investments (CHE) to total assets (AT). In column 1 the regression controls for country effects and industry-year effects. In column 2 the regression controls for industry effects and country-year effects. In column 3 the regression is performed on a propensity score matched sample. We run a Probit model of FAMILY on firm characteristics as well as country effects and industry-year effects. We then match each family firm to the nonfamily firm with the closest score (with replacement). p-values based on standard errors clustered by firm are reported in parentheses. *, **, and *** denote statistical significance at the 10%, 5%, and 1% levels, respectively. (IB) . DIV/E is set to 1 if cash dividends are larger than net income, and to 0 for negative net income firms that do not pay cash dividends. The independent variables are as follows. FAMILY is a dummy variable set to 1 if the largest ultimate owner at the 10% threshold is a family, and 0 otherwise. RE/TE is the ratio of retained earnings (RE) to common stockholders' equity (CEQ). TE/TA is the ratio of common stockholders' equity (CEQ) to total assets (AT). ROA is return on assets computed as ratio of net income before extraordinary items (IB) to total assets. SGR is logarithmic sales growth, computed as log(SALE t /SALE t-1 ). SIZE is the natural logarithm of total assets in millions of $US. CH/TA is the ratio of cash and short-term investments (CHE) to total assets (AT). Each year, firms are assigned to one of four subsamples according to whether their residual cash flow is lower (higher) than the median and whether their industry Q is lower (higher) than the median. Cash flow is defined as the ratio of the difference between operating income before depreciation and capital expenditures to total assets. Residual cash flow is the residual from a regression of cash flow on FAMILY. Q is the ratio of total assets minus stockholder's equity plus market capitalization, all deflated by total assets. p-values based on standard errors clustered by firm are reported in parentheses. *, **, and *** denote statistical significance at the 10%, 5%, and 1% levels, respectively. In columns 1 and 2, the dependent variable is DIV_INCR, a dummy variable set to 1 if cash dividends in year t are higher than cash dividends in year t-1, and 0 otherwise. In columns 3 and 4, the dependent variable is DIV_DECR, a dummy variable set to 1 if cash dividends in year t are lower than cash dividends in year t-1, and 0 otherwise. In columns 5 and 6, the dependent variable is DIV_OMIT, a dummy variable set to 1 if a dividend-paying firm in year t-1 does not pay dividends in year t, and 0 otherwise. The independent variables are as follows. FAMILY is a dummy variable set to 1 if the largest ultimate owner at the 10% threshold is a family, and 0 otherwise. RE/TE is the ratio of retained earnings (RE) to common stockholders' equity (CEQ). TE/TA is the ratio of common stockholders' equity (CEQ) to total assets (AT). ROA is return on assets, computed as ratio of net income before extraordinary items (IB) to total assets. SGR is logarithmic sales growth, computed as log(SALE t /SALE t-1 ). SIZE is the natural logarithm of total assets in millions of $US. CH/TA is the ratio of cash and short-term investments (CHE) to total assets (AT). ∆ROA is the change in ROA from year t-1 to year t. p-values based on standard errors clustered by firm are reported in parentheses.*, **, and *** denote statistical significance at the 10%, 5%, and 1% levels, respectively. , dividend payout defined as the ratio of cash dividends (DV) to net income before extraordinary items (IB). DIV/E is set to 1 if cash dividends are larger than net income, and to 0 for negative net income firms that do not pay cash dividends. The independent variables are as follows. FAMILY is a dummy variable set to 1 if the largest ultimate owner at the 10% threshold is a family, and 0 otherwise. D (2008) (2009) ) is a dummy variable set to 1 for years 2008 and 2009, and 0 otherwise. RE/TE is the ratio of retained earnings (RE) to common stockholders' equity (CEQ). TE/TA is the ratio of common stockholders' equity (CEQ) to total assets (AT). ROA is return on assets, computed as ratio of net income before extraordinary items (IB) to total assets. SGR is logarithmic sales growth, computed as log(SALE t /SALE t-1 ). SIZE is the natural logarithm of total assets in millions of $US. CH/TA is the ratio of cash and short-term investments (CHE) to total assets (AT). p-values based on standard errors clustered by firm are reported in parentheses. *, **, and *** denote statistical significance at the 10%, 5%, and 1% levels, respectively. In columns 1 and 2, the dependent variable is CH/TA, the ratio of cash and short-term investments (CHE) to total assets (AT). In columns 3 and 4, the dependent variable is CAPX/TA, the ratio of capital expenditures (CAPX) to total assets (AT). The independent variables are as follows. FAMILY is a dummy variable set to 1 if the largest ultimate owner at the 10% threshold is a family, and 0 otherwise. RE/TE is the ratio of retained earnings (RE) to common stockholders' equity (CEQ). TE/TA is the ratio of common stockholders' equity (CEQ) to total assets (AT). ROA is return on assets, computed as ratio of net income before extraordinary items (IB) to total assets. SGR is logarithmic sales growth, computed as log(SALE t /SALE t-1 ). SIZE is the natural logarithm of total assets in millions of $US. p-values based on standard errors clustered by firm are reported in parentheses. *, **, and *** denote statistical significance at the 10%, 5%, and 1% levels, respectively. In column 1, the dependent variable is DIV/A, the ratio of cash dividends (DV) to total assets (AT). In column 2, the dependent variable is DIV/S, the ratio of cash dividends (DV) to sales (SALE). In column 3, the dependent variable is TOTP/E, total payout defined as the ratio of the sum of cash dividends (DV) and stock repurchases (PRSTKC) to net income before extraordinary items (IB). TOTP/E is set to 1 if total payout is larger than net income. TOTP/E is set to 0 for negative net income firms that do not pay cash dividends nor repurchase shares. The independent variables include: FAMILY is a dummy variable set to 1 if the largest ultimate owner at the 10% threshold is a family, and 0 otherwise. RE/TE is the ratio of retained earnings (RE) to common stockholders' equity (CEQ). TE/TA is the ratio of common stockholders' equity (CEQ) to total assets (AT). ROA is return on assets computed as ratio of net income before extraordinary items (IB) to total assets. SGR is logarithmic sales growth computed as log(SALE t /SALE t-1 ). SIZE is the natural logarithm of total assets in millions of $US. CH/TA is the ratio of cash and short-term investments (CHE) to total assets (AT). p-values based on standard errors clustered by firm are reported in parentheses. *, **, and *** denote statistical significance at the 10%, 5%, and 1% levels, respectively. , dividend payout defined as the ratio of cash dividends (DV) to net income before extraordinary items (IB). DIV/E is set to 1 if cash dividends are larger than net income. DIV/E is set to 0 for negative net income firms that do not pay cash dividends. The independent variables are as follows. FAMILY is a dummy variable set to 1 if the largest ultimate owner at the 10% threshold is a family, and 0 otherwise. RE/TE is the ratio of retained earnings (RE) to common stockholders' equity (CEQ). TE/TA is the ratio of common stockholders' equity (CEQ) to total assets (AT). ROA is return on assets, computed as ratio of net income before extraordinary items (IB) to total assets. SGR is logarithmic sales growth, computed as log(SALE t /SALE t-1 ). SIZE is the natural logarithm of total assets in millions of $US. CH/TA is the ratio of cash and short-term investments (CHE) to total assets (AT). Panel A presents regressions that sequentially exclude each country from the sample. Panel B shows weighted regressions where the weights equal the inverse of the number of observations in each country. p-values based on standard errors clustered by firm are reported in parentheses. *, **, and *** denote statistical significance at the 10%, 5%, and 1% levels, respectively.
